




























































































































































 

City of Auburn Hills 

Report to the Mayor and Members of the City Council 

December 31, 2007 
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To the Honorable Mayor and Members  
     of the City Council 
City of Auburn Hills 
1827 North Squirrel Road 
Auburn Hills, MI 48326 

Dear Mayor and Council Members: 

We recently completed the audit of the basic financial statements of the City of Auburn Hills for 
the year ended December 31, 2007.  In addition to our audit report, we are providing the 
following report on internal control, report on the results of the audit process, summary of 
unrecorded possible adjustments, and informational comments which impact the City: 
 
 Page 

Report on Internal Control 2-4 

Report on the Results of the Audit Process 5-8 

Summary of Unrecorded Possible Adjustments 9-10 

Informational Comments 11-14 

 
We are appreciative of the opportunity to be of service to the City of Auburn Hills.  Should you 
have any questions regarding the comments in this report, please do not hesitate to call. 
 
 

        
 
 
June 4, 2008 
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       June 4, 2008 
 
 

To the Honorable Mayor and Members  
     of the City Council 
City of Auburn Hills 
1827 North Squirrel Road 
Auburn Hills, MI 48326 

Dear Mayor and Council Members: 

Beginning with last year’s audit, national auditing standards call for auditors to communicate 
matters to the governing body that may be useful in its oversight of the City of Auburn Hills’ 
financial management.  Specifically, they require us to report internal control issues to the 
governing body that may be relatively minor, in order to allow it to evaluate their significance 
and make any changes it may deem appropriate.  In general, these are items that would have 
been discussed orally with management in the past.  The purpose of these new standards is to 
allow the governing body an opportunity to discuss issues when they are relatively minor, rather 
than waiting until they become more serious problems.  We hope this report on internal control 
will be helpful to you, and we look forward to being able to discuss any questions you may have 
concerning these issues. 

In planning and performing our audit of the financial statements of the City of Auburn Hills as of 
and for the year ended December 31, 2007, in accordance with auditing standards generally 
accepted in the United States of America, we considered the City of Auburn Hills’ internal 
control over financial reporting (internal control) as a basis for designing our auditing procedures 
for the purpose of expressing our opinion on the financial statements, but not for the purpose of 
expressing an opinion on the effectiveness of the City’s internal control.  Accordingly, we do not 
express an opinion on the effectiveness of the City of Auburn Hills’ internal control. 

A control deficiency exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent or detect misstatements on a timely basis. A significant deficiency is a control deficiency, 
or combination of control deficiencies, that adversely affects the entity's ability to initiate, 
authorize, record, process, or report financial data reliably in accordance with generally 
accepted accounting principles such that there is more than a remote likelihood that a 
misstatement of the entity's financial statements that is more than inconsequential will not be 
prevented or detected by the entity's internal control.  

A material weakness is a significant deficiency, or combination of significant deficiencies, that 
results in more than a remote likelihood that a material misstatement of the financial statements 
will not be prevented or detected by the entity's internal control.     
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Our consideration of internal control was for the limited purpose described in the preceding 
paragraph and would not necessarily identify all deficiencies in internal control that might be 
significant deficiencies or material weaknesses.  We did not identify any deficiencies in internal 
control that we consider to be material weaknesses, as defined above.  

We did note additional items that should be considered in order to enhance internal controls; 

• While we noted that the Treasurer’s Department and Finance Department have improved 
the communication and transactions flow regarding bank reconciliation copies being 
provided to the Finance Department, we did note a time lag in some bank reconciliation 
copies being provided due to staffing issues.  We did subsequently note that the timeliness of 
this process is on track in 2008.  This process will allow for timely review of the 
reconciliations to ensure all transactions have been adequately recorded on the general 
ledger. 

• We noted that during 2007 there was a lack of timely recording of interest earned from 
investments in certificates of deposits (CDs).  We suggest that when CDs are rolled over, 
the interest that is earned should be immediately communicated to the Finance Department 
along with the new CD’s rate and duration of investment holding.  This communication flow 
would allow for the general ledger to be updated timely reflecting accurate interest earnings.  
It was noted that this process is in place for 2008 and that this information is being 
communicated in a timelier manner. 

• We noted that the City does not have a formal capitalization policy adopted by the City 
Council nor does the City Council formally approve the acceptance of donated assets. We 
noted that the City does adhere to an informal capitalization threshold and noted that all 
donated assets are properly valued by the City’s engineers.  However, a formal City Council-
approved policy is recommended. 

• In addition, as a result of the review of the general controls over the City’s information 
technology (IT) system, we offer the following items to strengthen the IT control 
environment: 

o We recommend that a formal process be implemented requiring the use of a paper or 
electronic form to be completed by the human resource department to immediately 
notify the IT department when an employee is terminated, hired, or changes positions.  
This will allow the IT department to immediately remove, allow access, or change the 
allowed access to the system based on the employee’s status.   

o We noted that the IT department has access to the financial applications and has the 
ability to post financial transactions.  While we did note that all journal entries are 
reviewed monthly by management, the City may want to consider restricting individuals 
with administrative access from access to post transactions in the financial systems.  This 
allows for proper segregation of duties and ensures that user access and accountability 
controls are not compromised.  
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o The City may want to consider enforcing password complexity along with its other 
authentication controls that are in place, which include enforced minimum password 
length and inactivity time-outs.  In addition, the City may want to ensure that fire logs be 
reviewed daily or weekly and that the information security program which all employees 
sign be updated to cover all aspects of the IT environment.  

This communication is intended solely for the information and use of management, the City 
Council, and others within the organization and is not intended to be and should not be used by 
anyone other than these specified parties. 

 
Very truly yours, 
 
Plante & Moran, PLLC 

        
 
 
       Beth Bialy 
 
 
 
       Kathryn Kercorian 
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June 4, 2008 

To the Honorable Mayor and Members  
     of the City Council 
City of Auburn Hills 
1827 North Squirrel Road 
Auburn Hills, MI 48326 

Dear Mayor and Council Members: 

We recently completed the audit of the basic financial statements of the City of Auburn Hills for 
the year ended December 31, 2007.  As a result of our audit, we have the following comments 
and recommendations for your review and consideration. 

Our Responsibility Under U.S. Generally Accepted Auditing Standards  

As stated in our engagement letter dated January 23, 2008, our responsibility, as described by 
professional standards, is to express an opinion about whether the financial statements prepared 
by management with your oversight are fairly presented, in all material respects, in conformity 
with U.S. generally accepted accounting principles.  We are responsible for planning and 
performing the audit to obtain reasonable, but not absolute, assurance that the financial 
statements are free of material misstatement.  As part of our audit, we considered the internal 
control of the City.  Our consideration of internal control was solely for the purpose of 
determining our audit procedures and not to provide any assurance concerning such internal 
control.  

We are responsible for communicating significant matters related to the audit that are, in our 
professional judgment, relevant to your responsibilities in overseeing the financial reporting 
process.  However, we are not required to design procedures specifically to identify such 
matters and our audit of the financial statements does not relieve you or management of your 
responsibilities. 

Planned Scope and Timing of the Audit 

We performed the audit according to the planned scope and timing previously communicated to 
you in our letter about planning matters dated April 14, 2008. 

Qualitative Aspects of Accounting Practices 

Management is responsible for the selection and use of appropriate accounting policies.  In 
accordance with the terms of our engagement letter, we will advise management about the 
appropriateness of accounting policies and their application.  The significant accounting policies 
used by the City are described in Note B to the financial statements.  No new accounting 
policies were adopted and the application of existing policies was not changed during 2007.   
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We noted no transactions entered into by the City during the year for which there is a lack of 
authoritative guidance or consensus.  

There are no significant transactions that have been recognized in the financial statements in a 
different period than when the transaction occurred. 

Accounting estimates are an integral part of the financial statements prepared by management 
and are based on management’s knowledge and experience about past and current events and 
assumptions about future events.  Certain accounting estimates are particularly sensitive because 
of their significance to the financial statements and because of the possibility that future events 
affecting them may differ significantly from those expected.  The most sensitive estimate 
affecting the financial statements was related to the recording of liabilities and expenditures for 
the pending tax tribunal cases.  

Management’s estimate of the amount owed related to the pending tax tribunal cases resulted 
from the assessor’s analysis of the potential liability based on the difference from the current 
assessed property tax values versus the estimated reduction in the assessed values based on the 
contested claim filed by the taxpayer.  The claims have been incurred through December 31, 
2007, but have not yet been paid by the City.  We evaluated the key factors and assumptions 
used to develop the estimates in determining that the amounts recorded are reasonable in 
relation to the financial statements taken as a whole. 

In addition, during 2003, the State of Michigan asserted a claim for a refund of school taxes 
captured for Tax Increment Financing Authority (TIFA) purposes.  This issue has not been 
settled.  We understand that the City’s belief is that the majority if the funds were captured and 
spent in accordance with all applicable laws and regulations regarding tax increment financing. 
The City has recorded a liability of approximately $4,400,000.  We evaluated the key factors and 
assumptions used to develop the estimates in determining that the amounts recorded are 
reasonable in relation to the financial statements taken as a whole. 

Disclosures 

The disclosures in the financial statements are neutral, consistent, and clear.  Certain financial 
statement disclosures are particularly sensitive because of their significance to financial statement 
users.  The most sensitive disclosures affecting the financial statements are related to the 
retirement and other post-employment benefits.  

Difficulties Encountered in Performing the Audit 

We encountered no significant difficulties in dealing with management in performing and 
completing our audit.   
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Significant Audit Adjustments and Uncorrected Misstatements Deemed by 
Management to be Immaterial 

Professional standards require us to accumulate all known and likely misstatements identified 
during the audit, other than those that are trivial, and communicate them to the appropriate 
level of management.  The attached summary of unrecorded possible adjustments summarizes 
uncorrected misstatements of the financial statements.  Management has determined that their 
effects are immaterial, both individually and in the aggregate, to the financial statements taken as 
a whole.  In addition, none of the misstatements detected as a result of audit procedures and 
corrected by management were material, either individually or in the aggregate, to the financial 
statements taken as a whole.  

Disagreements with Management 

For the purpose of this letter, professional standards define a disagreement with management as 
a financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, 
that could be significant to the financial statements or the auditor’s report.  We are pleased to 
report that no such disagreements arose during the course of our audit. 

Management’s Representations  

We have requested certain representations from management that are included in the 
management representation letter dated June 4, 2008.  

Management’s Consultations with Other Independent Accountants 

In some cases, management may decide to consult with other accountants about auditing and 
accounting matters, similar to obtaining a “second opinion” on certain situations.  If a 
consultation involves application of an accounting principle to the City of Auburn Hill’s financial 
statements or a determination of the type of auditor’s opinion that may be expressed on those 
statements, our professional standards require the consulting accountant to check with us to 
determine that the consultant has all the relevant facts.  To our knowledge, there were no such 
consultations with other accountants. 

Other Audit Findings or Issues 

We generally discuss a variety of matters, including the application of accounting principles and 
auditing standards, with management each year prior to commencement of the audit.  However, 
these discussions occurred in the normal course of our professional relationship and our 
responses were not a condition of our retention. 



To the Honorable Mayor and Members  June 4, 2008 
     of the City Council 
City of Auburn Hills 
 

 8 

This information is intended solely for the use of the City Council and management of the City of 
Auburn Hills and is not intended to be and should not be used by anyone other than these specified 
parties.  

       Very truly yours, 
 
       Plante & Moran, PLLC 
 
       
 
 
       Beth Bialy 
 
 
 
       Kathryn Kercorian 

 

 

 



 

 9 

Summary of Unrecorded Possible Adjustments 

 

Governmental Activities, General Fund, and Police Fund
12/31/2007

Increases (Decreases)

Description of Misstatement Assets Liabilities Net Assets Revenue Expenses

To reduce 2007 payroll expense for portion 
of retroactive pay which applied to 2006 due 
to police contract expiring in 2005 but no 
potential liablity being recorded in 2006 for 
open contract year (150,000)$          (150,000)$          
To reduce General Fund expense for the 
portion of the retroactive water bill not billed 
in previous years from the Water Fund (414,767)            (414,767)            

-$                 -$                   -                    -$                  -                     

Combined effect -$               -$                (564,767)$       -$                (564,767)$        

Business-type Activities, Water Fund and Sewer Fund
12/31/2007

Increases (Decreases)

Description of Misstatement Assets Liabilities Net Assets Revenue Expenses

To allocate depreciation adjustment to 
correct year 120,246$           120,246$           
To reduce Water Fund revenue for the 
portion of the retroactive water bill not billed 
to the General Fund in previous years 414,767             (414,767)$         

-$                 -$                   -                    -                    -                     

Combined effect -$               -$                535,013$        (414,767)$       120,246$         

 



 

 10 

 Summary of Unrecorded Possible Adjustments (Continued) 

 

Aggregate Discretely Presented Component Units
12/31/2007

Description of Misstatement Assets Liabilities Net Assets Revenue Expenses

December 07 CD interest not recorded      
TIFA-A 31,598$           31,598$             
December 07 CD interest not recorded        
TIFA-B 17,774             17,774               
To reduce Brownfield deferred revenue and 
receivable by half IFT taxes and summer taxes 
collected (103,744)          (103,744)$          
To reduce TIFA A deferred revenue and 
receivable by summer taxes collected (79,604)            (79,604)              
To reduce TIFA B deferred revenue and 
receivable by summer taxes collected (114,784)          (114,784)            
To reduce TIFA D deferred revenue and 
receivable by summer taxes collected (420,314)          (420,314)            

-                   -                     -$                  -                    -$                   

Combined effect (669,074)$      (718,446)$       -$                49,372$          -$                 

Fire Fund (Major Governmental Fund)
12/31/2007

Increases (Decreases)

Description of Misstatement Assets Liabilities Fund Balance Revenue Expenditures

To reduce revenue and receivable for 
payment received before year end (7,672)$            (7,672)$             

-                   -$                   -$                  -                    -$                   

Combined effect (7,672)$          -$                -$                (7,672)$           -$                 
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Informational Comments 
 

Real Estate Market 

Recent conditions in the real estate market are expected to have a negative impact on taxable 
values, even in growing communities such as the City of Auburn Hills.  The good news is that a 
given drop in market values will not result in an equivalent drop in taxable values.  On the other 
hand, if market values continue to decline, taxable value will ultimately be impacted.  In other 
words, if we were to experience a theoretical 10 percent market decline three years in a row, 
the effect on taxable value (which would be different for each community) might be a 1 percent 
drop in the first year, 4 percent the next year, and 7 percent in the third.  For this reason, it will 
be important to closely monitor taxable value, since this has the capacity to severely impact 
future years.  

On the positive side, the City continues to demonstrate a strong financial position, both in short-
term and long-term measures, including a low overall debt ratio.  This strong financial position is 
a good indicator that the City will weather the next few years. 

Water and Sewer Fund 

It was noted in the prior year that the City’s Water and Sewer Funds experienced a significant 
increase to their operational loss which was mainly due to the enhanced accuracy of the meters 
used for the City’s purchase of water and the accounting change the City made related to the 
lives of certain fixed assets.  The enhancements served to decrease the unusual water gain the 
City had been experiencing in prior years, and the City is now realizing a water loss consistent 
with the average of communities in Oakland County.  In addition, during 2007, the County 
switched its billing method related to sewage and is now billing the City based on metered 
sewage.  This change resulted in a one-time refund from previous years’ overcharges of 
approximately $1.3 million received in 2007.  Even with this large refund in the Sewage Fund in 
the current year, both funds still experienced an operating loss in 2007. It is our understanding 
that the City is continually re-evaluating the rate structure in order to properly fund operations 
and maintenance, capital, and debt-related costs, as well as maintaining an appropriate level of 
working capital.  
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Informational Comments (Continued) 
 
 
State-shared Revenue  

As mentioned above, the future of the State’s revenue-sharing program continues to be directly 
tied to the condition of the State’s budget.  Reductions to statutory revenue sharing started in 
2001 as shortfalls began occurring in the State’s budget.  The State’s budget shortfalls continue 
to be significant.  The State was approximately $1.8 billion short of the revenue needed to cover 
basic services for the State’s fiscal year 2007/2008 budget.  The outcome of the following 
matters will also impact revenue sharing: 

• Future of County Participation in Statutory Revenue Sharing - In 2004, the State 
terminated payment of statutory revenue sharing to counties (which was approximately 
$182 million) but allowed counties to move their operating tax levy to July from December.  
Counties are required to deposit the additional monies from the earlier levy into a “reserve 
fund” which is to be used by the counties to replace lost statutory revenue sharing in future 
years.  The potential impact is that as counties come back into the revenue-sharing formula, 
if the total statutory revenue-sharing pot does not grow accordingly, this will reduce the 
amount available for cities.  

• The statutory revenue-sharing formula expired in 2007 and has been temporarily extended. 
Legislative action is required on this Act for appropriations to continue into 2008 and 
beyond.  The current statutory formula expired in September 2007, but has been 
temporarily extended.  It is unclear what the outcome will be regarding the short-term and 
long-term funding of statutory revenue sharing.  Currently, the governor’s budget for the 
State's fiscal year 2007/2008 is estimating an increase to revenue sharing of approximately 
1.5 percent.  With the uncertainty of revenue sharing, we recommend that the City be 
conservative when estimating this revenue source.   

If the State were to eliminate the statutory portion of revenue sharing (as the constitutional 
portion cannot be modified without a change to the State's constitution), the City of Auburn 
Hills has approximately $230,000 at risk in its General Fund budget based on current funding 
levels.   
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Informational Comments (Continued) 
 
 
Legislative Issues and Other Matters 
 
Property Tax Legislation  
 
A series of House bills was introduced in 2007 dealing with the treatment of the uncapping of 
value on sale or transfer of property.   
 
With the passage of Proposal A in 1994, changes to the taxable value of an individual property 
are limited to the lesser of the rate of inflation or 5 percent until the property is sold or 
transferred.  The difference between the capped taxable value amount and state equalized value 
at the time of transfer is referred to as the “uncapped” value or the “pop-up” value.  As several 
published studies and reports have demonstrated, the treatment of uncapped values, or the 
pop-up amount, when a property is transferred or sold as growth on existing property subject 
to the Headlee rollback calculation has resulted in continued downward pressure on millage 
rates.  This treatment is due to definitional changes made to the General Property Tax Act in 
1994. 
 
The three bills in the package are House Bills 4440, 4441, and 4442 and would propose to do 
the following: 
 
• House Bill 4440 - This bill establishes an 18-month moratorium on the pop-up or 

uncapping of taxable value to state equalized value at the time of sale or transfer of a 
property.  Property sales or transfers occurring in the time frame of the moratorium would 
continue to pay property taxes at the previous taxable value amount.  The pop-up or 
uncapping of taxable value would be delayed until the property was sold or transferred in 
later years. 

 
• House Bill 4441 - This bill increases the real estate transfer tax by .10 percent and 

earmarks the money to be returned to local government for potential loss in revenue 
occurring from House Bill 4440.   

 
• House Bill 4442 - This bill would change the General Property Tax Act to exempt the pop-

up or uncapped value from the Headlee rollback calculation.  If this legislation were enacted, 
increases in taxable value resulting from property sales or transfers would be treated as 
additions to taxable value or new growth versus growth on existing property. 

 
House Bills 4440 and 4441 passed the House on March 14, 2008 (HB 4440 has been assigned to 
the Senate Finance Committee).  House Bill 4442 has not yet been voted on in the House.   
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Informational Comments (Continued) 
 
In addition, House Bill 4215 passed the House on April 9, 2008, creating PA 96, which allows 
property owners to have two principal residence (homestead) exemptions in certain situations.  
This new law amends MCL 211.7cc of the General Property Tax Act.  The legislation is designed 
to allow Michigan residents to maintain the principal residence status on their first home when 
they are unable to sell that home before they move into a new residence.  The property owner 
must file a form for each residence/property with the local assessor by May 1, 2008 in order to 
receive the exemption for this tax year.  In order to qualify, the owner of the residence/property 
must be a Michigan resident, the home in question must have been the principal residence prior 
to the owners moving out, the vacated home must remain unoccupied and may not be rented in 
order to receive the exemption, and the property must be offered for sale.  This homestead 
exemption may be renewed for an additional two years after the initial filing, but requires the 
property owner to notify the assessor by December 31 of each year to receive the tax break. 
 
Investment Reporting  
 
Public Act 213 of 2007 has been signed by the governor and now requires local governments to 
perform their investment reporting quarterly to the governing body.  The investment of surplus 
monies by Michigan local governments is controlled by Public Act 20 of 1943.  The Act 
previously required investment reporting annually.  It is suggested that the required quarterly 
reports list investments by institution with maturity date and interest rates.   

We would like to thank you and your staff for the courtesy and cooperation extended to us 
during the audit.  If there are any questions about your financial report or the above comments 
and recommendations, we would be happy to discuss them at your convenience. 
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